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THE annual lecture of the Bristol Society of Chartered 
Accountants took place at the Library, Albion Chambers, 
Small Street, Bristol, on Friday, the 6th December 1912. 
The chair was taken by Mr. Stephen Tryon, F.C.A., 
President of the Society, who was supported by Mr. 
Jarvis W. Barber, F.C.A., the President of the Institute, 
and by a good number of members, several members of 
the Accountants Students’ Society being also present. 


The lecture was delivered by Mr. Ernest C. Pegler, 
F.C.A., upon ‘‘ The Preparation of Comparative and 
Interim Accounts,’’ and was as follows :— 

Introduction. 

Mr. President and Gentlemen,—When I was honoured 
by your Secretary’s invitation to read a paper before you, 
I found some little difficulty in selecting the subject, and 
I am somewhat conscious that the one I have chosen 
to-night may remind you of the saying ‘‘It is no use 
bringing coals to Newcastle,’ for I am sure it will prove 
very familiar to you. At the same time, I think, perhaps, 
it may be useful to discuss the preparation of accounts of 
this character, particularly from the point of view of the 
clients to whom they are to be submitted and the uses to 
which they are to be put. 


Professional accountants should aim at presenting the 
accounts it may be their duty to prepare in such a manner 
as to convey the maximum of information with the greatest 
degree of clearness, remembering that the object of 
accounts is not only to show the results of carrying on the 
business, and its position at any given date, but also to 
afford as much information of a practical nature as may 
be possible to those controlling the business, so that the 
lessons to be gained from the accounts may be duly 
apprehended and applied. 


*This paper was also delivered to the members of the Northern, 
Sheffield, and Leeds Chartered Accountants Students’ Societies. 


These remarks apply to the presentation of accounts 
covering the ordinary financial period, but, in addition to 
this point of view, I wish to draw your attention this 
evening to the preparation of accounts of an interim or 
estimated character in circumstances where, owing to the 
fact that stock is not taken, it is impossible to prepare 
complete accounts, or to the nature of the business being 
such as to render interim accounts prepared each month 
or at other intervals of particular value to the 
management. 

It is, of course, not the duty of the auditor to prepare 
the accounts, and although in many cases he does so, it 
is in his capacity as accountant rather than as auditor. 


Comparative Accounts and the Use of Percentages. 

In businesses of a stable character, where conditions are 
sufficiently constant to enable comparative figures to be of 
practical use, it is very convenient to prepare a Trading 
and Profit and Loss Account in such a way as to show, 
in addition to the current figures, figures for the preceding 
year in the case of an annual account, or the corresponding 
half-year in the case of a half-yearly account. These can 
be shown most conveniently in columns provided on the 
left-hand side of the narrative, the current year’s figures 
being shown on the right. The advantages of doing so 
are apparent, as the necessity of turning to the previous 
accounts for a comparison of the figures is avoided; 
moreover, the eye is drawn to any notable difference, 
which otherwise might escape the attention, and inquiry 
may be made accordingly as to the cause of it. 


These comparative columns, although they show differ- 
ences in the amount of each item at a glance, do not 
disclose the relative difference between one period and 
another, owing to the fact that the sales or turnover of the 
two periods must necessarily vary, and may, of course, 
vary to a considerable extent. In order, therefore, to 
reduce the comparative figures to a common ratio, per- 
centage columns should be provided both in respect of the 
current and corresponding period, and the percentage that 
each item on the debit side bears to the turnover should 
be calculated, usually to two places of decimals, and 
inserted opposite the item concerned. In this way the 
true increase or decrease in any item having relation to 


the volume of business transacted can be seen at a glance. 
Such information is of the utmost value, not only to the 
owners of the business, but also to the auditor. 

We are all familiar with the importance of the ratio of 
gross profit to turnover, and the necessity of ascertaining 
as far as may be possible the cause of any material 
increase or decrease, and this is facilitated materially if 
percentages of each item, such as wages, fuel, electric 
power, &c., going to make up the Trading Account, are 
worked out separately. 

Similar considerations apply to the provision of per- 
centage columns for the current and the corresponding 
period in the Profit and Loss Account, thus enabling the 
ratio of each item of expense to the turnover of its period 
to be ascertained. This is particularly useful, as the 
cause of any material fluctuation in the Expense Accounts 
should be capable of reasonable explanation. It may be 
due to errors such as the inclusion of items in the wrong 
account, the omission of outstanding liabilities, &c., so 
that in businesses where percentages are capable of being 
applied they possess very material advantages from the 
auditor’s point of view, apart altogether from their 
importance to the client. 

In a similar manner the provision of comparative 
columns in the Balance Sheet, showing the corresponding 
figures of the previous period, is in many cases advan- 
tageous, since it enables the increase or decrease in each 
of the fixed assets to be observed at a glance, and shows 
the fluctuations that have taken place in the items which 
go to make up the working capital of the business, 
particularly, of course, stock, sundry debtors, bills, cash, 
sundry creditors, &c. The provision of a percentage 
column in the Balance Sheet is, of course, out of the 
question, as there is no common factor on the basis of which 
all the figures could be compared. The comparison of 
the figures alone, however, often affords material informa- 
tion, and draws attention to fluctuations which otherwise 
might escape notice, such as excessive increases in stock 
or debtors which do not appear to be justified by any 
actual increase in trade. 

The following is a simple illustration of accounts 
prepared on this basis :— 
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In the case of investigations over a period of years, this 
method of combining comparative columns with the use 
of percentages is of the utmost value. The accounts, if 
necessary, should be re-drafted on a uniform basis, and 
then entered up in columnar form, acolumn being provided 
for each year, and a space being left against each column, 
for the purpose of inserting the percentage of each class 
of expenditure in relation to the turnover. The Balance 
Sheets should be set out in a similar manner, and, from a 
comparison of the various figures and percentages, much 
valuable information will be afforded, which will be of 
material assistance in the course of the investigation. 


It is not possible within the limits of this paper to 
consider the application of percentages and comparative 
columns to such accounts as Cost Accounts or Production 
Accounts, though here the method, perhaps, attains its 
highest degree of utility. The principal point to observe 
is that the unit must be carefully selected to afford a 
proper basis for dealing with the various items of expendi- 
ture. Sometimes two units are utilised, in order that the 
deficiencies arising on one basis may be corrected under 
another: for instance, in the case of railways, per train 
mile run and per ton carried; in gas works, per ton of 
coal carbonised and per 1,000 cubic feet of gas sold; in 
electric tramways, per k.w. hour and per car mile. 


In many businesses the advantage of utilising quantity 
or weight columns, in addition to the money columns, and 
percentages worked thereon, are of great value. 


The Preparation of Interim Accounts of a Trading 
Business. 

In many manufacturing and trading businesses it is 
usual to prepare the accounts and take stock half-yearly ; 
very frequently, however, this is only done once a year, 
and occasions from time to time arise which make it 
desirable to prepare Interim or Estimated Accounts either 
for the purpose of ascertaining the approximate profit 
earned, or in order to ascertain as near as possible the 
financial position of the concern. 


It is apparent that where the stock is not taken, the 
first consideration is to arrive at some estimate of the 
amount of the stock, and in businesses where the average 
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rate of gross profit is fairly constant this can be done in a 
very simple manner. To the opening stock is added the 
purchases, together with manufacturing wages and other 
items of prime cost usually charged in the Trading 
Account, which will be ascertained from the Nominal 
Accounts, any outstanding liabilities not already included 
being estimated. To the total so arrived at is added the 
estimated gross profit, calculated by taking the average 
rate of gross profit earned in preceding periods upon the 
turnover from the interim period. These items make up 
the debit side of the Estimated Trading Account, while 
on the credit side appear the sales less return, &c.; the 
difference between the total of the debit items and the 
total of the sales representing the estimated closing stock. 


The following is an illustration :— 





Opening Stock aa sis + san ae 4 OOG 
Add Purchases wig ey om 4,000 
Wages. apt 5 SF 500 
Estimated Gross Profit, 334 per 
cent. on Sales ©... at fh 2,500 
21,000 
Hess Sales’... es oe ee 75500 
Estimated Closing Stock eacg alee aS 00 


It will be seen that the correctness of the stock figure is 
entirely subject to the correctness of the estimated rate of 
gross profit, and it therefore follows that if, as a result, 
the stock appears to be considerably higher than would 
ordinarily be expected, this must be due either to the fact 
that the business is not making the average rate of gross 
profit to which it has been accustomed, or that the stock 
is, in fact, heavier than usual. 


If the increase in the estimated stock is considerable, it 
should be possible to ascertain to some extent whether 
this. represents a fact, since any specially heavy purchases 
made under favourable market conditions, or larger stocks 
held owing to increased turnover, should be known to 
those in charge of the business. 


In some businesses, where it is possible to keep Quantity 
Accounts of raw materials and other stocks representing 


IO 


the bulk of the general stock held at any time, any 
unexplained increase or decrease in the stock may be 
capable of being traced in this way. 


If no reason can be assigned for the apparent increase 
or decrease in the estimated stock, the only alternative is 
that the rate of gross profit actually being made is lower 
or higher than that estimated respectively, and inquiries 
should then be made in this direction. 


In order to prepare complete Interim Accounts of this 
character, it is necessary to obtain a Trial Balance, but in 
a large business, where there are a great number of open 
accounts in the Personal Ledgers, this would be altogether 
too laborious a matter. In businesses of this size, how- 
ever, it is usually found that the Personal Ledgers are 
worked on some self-balancing system, and even although 
the Ledgers themselves may only be actually balanced 
once every six months, yet it is quite possible to complete 
the Adjustment or Total Accounts in respect of these 
Ledgers up to the date of the Interim Trial Balance for 
the purpose of agreeing the same, when the total so 
derived will represent the sundry debtors and sundry 
creditors respectively at the date in question. The 
remaining items in the Trial Balance will be of a nominal 
and impersonal character. The nominal balances, repre- 
senting profit and loss items, can be roughly adjusted to 
the date of the Interim Accounts with a sufficient degree 
of accuracy, ample provision being made for outstanding 
liabilities which may not have been passed through the 
books. Estimates based on the experience of previous 
periods can be made for such items as bad debts, deprecia- 
tion, &c., and it will then be possible to prepare an 
Estimated Profit and Loss Account, which will commence 
with the estimated gross profit already ascertained, as 
shown above. 


Where it has been the custom to utilise percentages in 
respect of profit and loss items, and these have been shown 
to be fairly constant, it might be sufficient to estimate on 
this basis without utilising the Nominal Accounts, but it 
is preferable to work on the actual figures, since in a good 
many cases the percentages of expense taken upon the 
turnover are not very constant. 
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When this point is reached, the preparation of an 
Interim Balance Sheet is a very simple matter, and differs 
in no way from the preparation of a Balance Sheet in the 
ordinary course. 

It may be said that Interim Accounts of this character, 
however useful they may be in the case of businesses whose 
output can be measured on the basis of the constant unit, 
such as a ton, and where the stocks of raw or manufactured 
material can be calculated to a nicety, by reason of the 
Quantity Accounts kept, are not practicable in the case of 
ordinary trading concerns, where these considerations do 
not apply. This is the case where the fluctuations in the 
business are considerable, and if estimated accounts are 
compiled in such instances the results obtained therefrom 
may be more misleading than useful. There are, however, 
many businesses of a constant character where the prepara- 
tion of accounts of this interim nature may be found at 
times to be very useful, and particularly if regularly 

prepared at monthly or quarterly intervals. 


This is particularly the case where a business is being 
carried on with a very small margin of working capital. 
The great risk in cases of this sort is that over-trading 
may be indulged in, which may have very disastrous 
effects if further working capital is not forthcoming. The 
preparation of Interim Accounts monthly enables the 
position to be seen at a glance, and gives an indication of 
the extent to which buying may be conducted. It also 
enables a close watch to be kept upon the expenses, and 
upon the estimated stocks held and profits made. Where 
these accounts are prepared with reasonable accuracy, it 
is extraordinary how closely they approximate to the 
ultimate result when stock is actually taken, if the business 
is of a sufficiently stable character. 


In carrying on a business as receiver and manager or 
as trustee, where it is all important to avoid making a 
loss, these statements will be found invaluable, and they 
are much appreciated by committees of inspection. 


In many other businesses of a trading nature, such as 
hotels, clubs, &c., Interim Statements or Accounts pre- 
pared at monthly or quarterly intervals are of the utmost 
value to the management. They should, of course, be 
framed to suit the special requirements of the business. 
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As a further illustration of the use to which Interim 
Accounts may be put the following case may be taken. A 
manufacturing company with a large turnover was in the 
habit of making considerable profits, the average rate of 
gross profit earned being fairly constant. Stock was 
taken and accounts prepared twice a year—at 30th June 
and 31st December. The average rate of dividend paid 
on the ordinary shares was 20 per cent., and this was 
done by means of eight or nine interim dividends declared 
from time to time, as the position of the company justified, 
in rates varying from 1 per cent. to 3 per cemt7 ine 
annual meeting of the company was held in February, at 
which the accounts for the year ending 31st December 
Igit, showing very good, profits, were passed, a final 
dividend was resolved upon, and the usual appropriations 
made. In the following May the directors found that the 
cash position was very strained, with the result that they 
were unable to pay their usual interim dividends. A 
considerable amount of discussion ensued as to the cause 
of the position, and ultimately they decided to have 
Interim Accounts prepared for the four months ending 
3oth April. 

This was done on the lines described above, when it 
was found that the estimated stock showed a very heavy 
increase. In order to trace the cause of the shortage in 
cash, a comparison was made of the assets and liabilities 
as shown by the Interim Balance Sheet with those appear- 
ing in the Balance Sheet prepared at 30th June in the 
previous year. Increases and decreases so ascertained can 
be combined in such a way as to be reconciled with the 
variation in the cash position. 


In this case it was found that, although the turnover 
had increased, the debtors were really reduced, while, on 
the other hand, although the purchases had increased, the 
creditors were reduced; and this disclosed the fact that 
cash had been received more quickly than usual, and had 
also been paid out more promptly than usual, owing to 
some purchases for spot cash. 

The outstanding point about the situation, however, was 
an increase in the stock of £12,000, and it was clear that, 
if this figure was not represented by an actual increase, 
the profits earned must have been consequently reduced. 
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In a case of this sort, where the Interim Accounts 
present obvious difficulties that cannot easily be explained 
away, it is desirable for the directors to postpone payment 
of interim dividends until precise accounts can be pre- 
pared. In the case referred to, when the half-yearly 
accounts were actually taken at 3oth June, it was found 
that the apparent increase of the stock of £12,000 was an 
actual increase of about £6,000, the other £6,000 repre- 
senting a heavy reduction in profits which had not been 
anticipated. 


The Preparation of Interim Accounts in Partnership 
Businesses. 


The preparation of Interim Accounts in the case of 
partnerships of a trading or manufacturing nature, where 
stocks are carried, is subject to precisely similar con- 
siderations to those already dealt with. There are, how- 
ever, many partnership businesses which do not involve 
a carrying of stock-in-trade, such as stockbrokers and 
jobbers, insurance brokers, produce brokers, commission 
agents, to name no others. 


In many of these businesses large sums of capital are 
employed, and it is of material advantage to the partners 
to have fortnightly, monthly, or quarterly statements 
prepared, showing the gross profits earned, the expenses 
for the period, and the net profit. It is most convenient 
to prepare this statement with three columns on each 
side, the first containing the totals as shown by the 
preceding interim accounts, since the date of the last 
annual or half-yearly Balance Sheet; the second contain- 
ing details for the period under review; and the third 
containing the total. 


These statements should be supplemented by Interim 
Balance Sheets, and their mode of preparation is very 
similar to that already described. Owing to the fact that 
no stock is carried the Trial Balance of the Impersonal 
and Private Ledgers will afford all the materials required. 
Except in the case of Stock Exchange Accounts, for which 
it is the usual practice to balance each fortnightly account 
in detail, it will be unnecessary to extract the Personal 
Ledger balances, as the totals of these can be ascertained 
by utilising Adjustment or Total Accounts for each Ledger 
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or set of Ledgers. It is not, as a rule, found necessary to 
apportion expenses such as rent, &c., where these Interim 
Statements are prepared at more frequent intervals than 
quarterly, neither are outstanding liabilities for expenses 
generally brought into account, these being treated on a 
cash basis until the end of the financial period. Needless 
to say, it is not necessary, or even desirable, to rule off the 
Impersonal Accounts and prepare a Profit and Loss 
Account, but the balances are all left open until the 
conclusion of the whole period. 


The advantages to be derived from the preparation of 
statements of this character are considerable. In a partner- 
ship business of any magnitude, where there are several 
partners, it is quite impossible for all of them to be in 
touch with the accounts, and although frequently it may 
be found that one partner specially devotes himself to this 
subject, as often as not the accounts are regarded as 
matters of detail, which can safely be left to the manager. 
This is all very well as long as everything goes right, 
but as soon as trouble arises the unwisdom of such a 
policy becomes evident. If professional accountants are 
employed by the firm for the purpose of audit, and the 
audit is of a continuous nature, it is very desirable that 
they should endeavour to arrange to prepare Interim 
Statements for submission to the partners. 


In the first place, if the statements are prepared in a 
clear and easily understood manner, it induces the 
partners to take an interest in the accounts that they other- 
wise tend to exhibit only at the end of the financial period. 


If the expenses are sufficiently detailed under suitable 
headings, the partners can, by means of the second column, 
showing the expenses for the interim period, watch these 
items and inquire into any increase. This analysis of 
expenses is particularly important, as in most cases the 
bookkeepers will be found to run the expenses together into 
one or two Ledger Accounts, the totals of which convey 
very little meaning. 

This applies also to profits and income, and inquiries 
can be made while the recollection of the transaction is 
fresh in the mind, which may be of material advantage to 
the business. 
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These regular statements also serve admirably as a_ 
basis for the arrangement of the vexed question of 
partners’ drawings. Some partners are in the habit of 
anticipating profits, and are constantly anxious to draw 
up to the hilt; while others may be more prudent, and 
prefer to be on the safe side. . 


If the estimated profits are arrived at in this manner 
the effect should be to diminish difficulties of this nature. 


The question of drawings is particularly important in 
the case of businesses such as those mentioned above, 
where large cash balances are carried, as it is not safe to 
rely upon the state of the cash balance for estimating what 
profits should be withdrawn. It may frequently happen 
that when profits are bad the cash balance may be very 
high, owing to the non-employment of the money. 


The advantages to be derived from an examination of 
the Interim Balance Sheets accompanying the Profit and 
Loss Statements are also material, as they enable a close 
watch to be kept on the question of outstanding debtors 
and creditors and other items, and the general financial 
position. 





